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ANNUAL MEETING 

The annual meeting of Stockholders of Ace Hardware Cor- 
poration will be held at 10:30 AM, Monday, May 15, 1978 in 
the Oak Brook Hyatt House, Oak Brook, Illinois. Only Class A 
Stockholders of record, March 31, 1978, are entitled to vote 
at this meeting. 
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ALETTER FROM 
YOUR PRESIDENT... 


The year 1977 was one of great progress in the growth of your company’s sales and in the acquisition 
of new facilities and equipment to sustain our remarkable growth. 

Total sales increased $66 million to $448 million in 1977 while we experienced a net increase of 257 
retail stores, bringing our 1977 total to 3,540 stores at December 31. Patronage dividends to be distributed 
to dealers totaled $8.5 million compared to $8.6 million in 1976. The lack of growth of distributable 
earnings between years is a reflection of the high initial expenses of developing new facilities in 1977 and 
the continued spiral in general operating costs. The problem of containing expenses presents a continuing 
challenge to our management in preserving our low mark-up tradition. But cost containment must also 
be accompanied by a continued growth in our base of quality dealers, without which our competitive 
edge would have evaporated years ago. 

The past year will always be particularly memorable since it marked the groundbreaking for the 
re-establishment of a distribution center in the Chicago area. The new facility is located in suburban 
Addison and, with 453,000 square feet, will be the Company’s largest distribution center. It will be fully 
operational by mid-1978. 

Another highlight of 1977 was our acquisition of the assets of |. W. Phillips & Company in Tampa, 
Florida. Our Atlanta operation had done an outstanding job of serving the state of Florida, but success also 
brought an over-crowded condition. Our search for a Florida location led us to the I. W. Phillips facility, 
an excellent 175,000 square foot, three year old building. The warehouse is appropriately situated on 
17 acres of land to permit future expansion of the building to twice its present size. We concluded nego- 
tiations in mid-year and, by December, commenced full operation as an Ace distribution center. Thus, we 
compressed into 5 months a project that might otherwise have consumed 2 years from land search to 
start-up of such a facility. 

Our acquisition of the Tampa and Chicago operations brought your Company’s total assets over the 
$100 million mark, another Ace milestone. 

The first Annual Meeting of Dealer-Shareholders also occurred in 1977, marking the culmination of 
many years of planning to reach the dealer ownership goal conceived by the founders of Ace. The event 
was more than symbolic because it represented your first active participation in the election of directors 
who set the policies governing the Company’s operation and future growth. At the Shareholders’ meeting, 
the Board was increased from 7 to 9 members. With Mr. McClaskey’s retirement, this resulted in the elec- 
tion of 3 new dealers to the Board. Ace has grown to a size where decisions involve millions of dollars and 
management is very appreciative of the wisdom and judgment which the directors have provided. 

We look forward to the new year because we feel it will be one of strong sustained growth during 
which we can concentrate our energy on the refinement of our newly expanded operations. We recognize 
that superior service is among your highest priorities and we will strive to continually seek improvements. 


Arthur H. Krausman 
Chairman of the Board and President 


A Year of 


JANUARY 


Old Chicago warehouse sold * Property for Addison, Illinois distribution center purchased ¢ Toledo area 

nominating committee selects nominees for the Board * Ace Dealers’ seminar and Caribbean cruise ¢ Instal- 

lation of new order entry system on Ace computer resulted in major reduction of errors ¢ Ace dealer, Jim 
Brown of Winchester, Kentucky, elected national director of the Lumber Dealers Association. 


FEBRUARY 


Establishment of Elk Grove, Illinois mini-warehouse * Meeting of Board of Directors in Oak Brook ¢ Prepara- 
tion of 1976 annual report and new Prospectus ¢ Instituted training program at all branches for future Addison 
distribution center supervisors * Dallas and Benicia nominating committees select nominees for the Board. 


MARCH 


Launched energy conservation advertising program, a first in the industry * Development of plans for the re- 

design of Ace circulars ¢ Personnel hired and trained for interim Elk Grove distribution center « Negotiations 

with Lumber and Plywood Services to develop dealer lumber purchasing program ¢ New registration with 
Securities and Exchange Commission completed ¢ Meeting of Board of Directors in Oak Brook. 


APRIL 


Ground-breaking for Addison distribution center « Negotiations commenced with |. W. Phillips & Co. for the 

purchase of Tampa warehouse facilities ¢ Distribution of dealer patronage rebates * Toledo distribution cen- 

ter open house for Ace dealers ¢ Mini-market advertising program launched « Ace-Day on WTTW (public 
television) Auction—Chicago. 


MAY 


First annual meeting of Ace dealer stockholders held in Oak Brook, Illinois with election to the Board of 

Messrs. Janney, Kelly, Salel and Wygal * Meeting of Board of Directors in Oak Brook ¢ Honorary luncheon for 

Arthur Krausman by Housewares Club of Chicago * Addison warehouse building contract awarded to J. Emil 
Anderson & Son ¢ Carl Bicking, vice president-sales, celebrated 30 years of service with Ace. 


JUNE 


Ace dealer convention held in Dallas, Texas ¢« Meeting of Board of Directors in Dallas ¢ Foundation is laid for 
Addison distribution center ¢ First deliveries made from interim Elk Grove distribution center ¢ Annual Blood 
Drive from Ace employees in Oak Brook. 


Progress 


JULY 


Ace participates in National Housewares Show, Chicago and NRHA meeting, Kansas City ¢ Salary survey con- 

ducted for Ace dealers ¢ Final negotiations and contract closing of Tampa distribution center with I. W. 

Phillips & Co. « Data processing department expanded into new building at 2222 Kensington Court, Oak Brook 
¢ Commenced audit review of Ace telephone system. 


AUGUST 


Ace participates in National Hardware Show—Chicago ¢ Ace participates in Advertising Age retail ad planning 
workshop « Ace dealer, Roy Nyberg, Sioux Falls, South Dakota, elected to NRHA Board of Governors ¢ Meeting 
of Board of Directors in Oak Brook ¢ New Ace invoice format introduced to dealers. 


SEPTEMBER 


Television commercials for Fall/Christmas produced ¢ Gun control shipment program implemented « Nego- 
tiations begun for Downers Grove, Illinois print shop ¢ Annual operating managers meeting held in Oak Brook 
¢ Corporate assets surpass $100 million mark. 


OCTOBER 


Ace dealer convention held for the first time in Los Angeles * Meeting of Board of Directors in Los Angeles ¢ 

Benicia, California distribution center expanded with lease of additional space * Energy conservation program 

finalized for Ace distribution centers « Lou Fant, the Ace Helpful Hardware Man, appears at our Charleston 
Heights, South Carolina store. Appearance won with sign purchase at Dallas convention. 


NOVEMBER 


Master Charge program established with United California Bank for limited test ¢ Initial preparation of 1977 

annual report commenced ¢ Completed centralization in Oak Brook of corporate-wide rebuying « Leased 

new building in Downers Grove, Illinois for centralization of printing, catalog and mail operations ¢ Secured 
$5 million five-year term loan to finance Tampa acquisition. 


DECEMBER 


New Tampa distribution center commenced operation serving Florida dealers ¢ Meeting of Board of Directors 

in Oak Brook with visit to Addison and Downers Grove facilities ¢ Annual sales representatives meeting held in 

Oak Brook ¢ Personnel hiring commenced for preparation of Addison distribution center ¢ New customized 
circular program launched ¢ Secured $1 million revenue bond financing on Addison facility. 


Board of 
Directors 


ARTHUR H. KRAUSMAN 
Chairman of the Board 
and President 


ARNOLD JANNEY 
Dealer Director 
Toledo, Ohio 


DICK KAUP 
Dealer Director 
Chicago, Illinois 


VIRGIL POSS 
Dealer Director 
Washington, Georgia 


ANTONE SALEL 
Dealer Director 
4 Oakland, California 


Company Officers 


JOHN M. FISHER 
Executive Vice President 


CARL BICKING 
Vice President, Sales 


DON JELINEK 
Dealer Director 
Grand Island, Nebraska 


LAWRENCE GAVIN 
Vice President, Operations 


STEVEN D. WALTON 
Vice President, Finance 


1977 Nominating Committee 
Members for Selection of 


New Directors 
CHICAGO 


EARL KELLY 
Dealer Director 
Bellaire, Texas 


Albert Lies 

Skokie, Illinois 
Willard Wayman 

De Kalb, Illinois 

Don Olson 

Franklin Park, Illinois 
Richard Laskowski 
Round Lake, Illinois 
John Keblusek, Jr. 
Oak Forest, Illinois 


GEORGE PRECKWINKLE 
Dealer Director 
Springfield, Illinois 


LINCOLN 
Roy Nyberg 
Sioux Falls, South Dakota 
Richard Langenwalter 
Hutchinson, Kansas 
Lloyd Johnson 
Omaha, Nebraska 
John Odegaard 
Billings, Montana 


Lynn Stiles 
Muscatine, lowa 


~ 


F — * 
DENNIS WYGAL 


Dealer Director 
Martinez, California 


Ace Offers Many Profit-Building Services 


CONVENTIONS and 
MEETINGS 


Ace Hardware conducts the largest privately-held shows in the 
hardware industry with 165,000 square feet of exhibit space for 
each convention. The Spring 1977 dealer convention was held 
in Dallas, Texas and the Fall 1977 one in Los Angeles, California. 

All products displayed are approved by the Ace corporate 
buying staff and all companies exhibiting sell to Ace on a regular 
basis. Top level management from the exhibiting companies can 
be found in the booths providing all dealers with unlimited 
knowledge in all areas of merchandising. 

To round-off each convention, top-flight entertainment is 
scheduled for the evening functions where Ace dealers and our 
manufacturing friends are invited to participate for a pleasant, 
relaxing evening. 

In January 1977, a dealer seminar was held with 250 dealers 
participating. They sailed out of the Tampa, Florida seaport 
aboard the ship Stella Solaris for a Caribbean cruise and seminar. 

The seminar was devoted to the subject ‘Managing the 
Smaller, Rapidly Growing Retail Firm.’’ It emphasized that an 
increase in store volume was not necessarily enough to increase 
profit margins. The need for being a better manager rather than 
a worker was stressed. 


Left: Johnny Cash performs in Dallas. 
Right: Bob Hope performs in Los Angeles. 


5 


John M. Fisher, Executive Vice President 
addresses Ace national sales meeting. 


William Loftus (/eft), National Sales Manager and 
Carl Bicking, Vice President, Sales review Ace 
annual report. 


SALES 


The year 1977 saw an accelerated interest in the Ace dealer pro- 
gram. This was substantiated by a record number of new affilia- 
tions. Most interesting was the fact that a great number of these 
new Ace dealers found it more profitable to switch from other 
programs to Ace. Such a trend indicates that the Ace philosophy 
of low cost distribution, as developed over the past 50 years, 
works effectively today and shows the foresight of the Ace 
founders. ..aplan for retailers developed by retailers! 

The recruitment and addition of quality new Ace dealers is of 
great importance to the success and profitability of the com- 
pany. These new dealers contribute substantially to the growth 
and stability of your organization. The fact that new dealers 
who joined Ace in 1976 purchased over $31 million during 1977 
certainly attests to the fact that the Ace program has great merit. 

Past experience indicates that during each succeeding year 
these same new dealers will contribute an ever increasing vol- 
ume to the growth of Ace. This additional volume provides a 
broader base over which to spread the rising costs which we 
are all experiencing and thus insures the continuation of the 
Ace cost-plus program. 

The year 1977 also saw the completion of the plan to expand 
Ace representation in the field and the promotion of Mr. Jim 
Washburn, a former district manager, to the newly created posi- 
tion of Southern Regional Sales Manager. 

With its expanded sales staff, the department eagerly looks 
forward to a most successful year of dealer recruitment. Ace 
dealers are encouraged to cooperate and to assist in a combined 
effort to secure new dealers since the greater volume spreads 
and reduces costs for everyone. 


OPERATIONS 


The year 1977 was an exciting one for the Operations Depart- 
ment. Two important new Distribution Centers became a part 
of Ace’s growth. 

Construction of the Chicago Distribution Center in Addison, 
Illinois, commenced in the early part of 1977. This 453,000 
square foot facility is scheduled to be fully operable in May 
1978. 

Our new Distribution Center in Tampa, Florida was acquired 
from |. W. Phillips & Company in July 1977. We began service to 
our Florida dealers in December. This 175,000 square foot ware- 
house strengthens our position in the southeastern area while 
relieving our heavily utilized Atlanta Distribution Center. 

The past year also brought substantial increases in merchan- 
dise volume. To accommodate this demand we found it neces- 
sary to lease additional space in other branches. The Benicia, 
California and Toledo, Ohio warehouses acquired supplemental 
space and we opened an interim 150,000 square foot warehouse 
in the Chicago area. 

The Operations Department participated in several govern- 
mental sponsored energy-management programs. The knowl- 
edge obtained enabled your company to initiate energy 
management programs at each of our Distribution Centers. The 
programs were successful and we were able to reach our initial 
cost reduction goal of 10°/o without a single capital expenditure. 

Dealers’ orders from our warehouses continued to set new 
records during 1977. Our Distribution Centers filled and shipped 
over 21 million order lines of merchandise resulting in more 
than 10 million pieces delivered to dealers’ stores. In expand- 
ing our supplier backhaul program to better utilize its equip- 
ment, the Traffic Department generated sizable freight savings 
for Ace. More than 1200 people were involved in our seven 
branch traffic and warehouse operations in 1977. 


ACE 


New 175,000 square foot Tampa Distribution Center. 


future home of 
ACE, 

Chicago 

Pen 


Ground-breaking for the new Addison, Illinois 
Distribution Center. 


New 453,000 square foot Addison (Chicago) 
Distribution Center. 


MARKETING and 


The year 1977 was one of consolidation in both the Buying and 
Advertising Departments. The realignments which were imple- 
mented were aimed at providing us with more effective mer- 
chandising controls and providing Ace dealers with more 
effective marketing programs. 

Ed Cummings, our new Director of Advertising, brought to 
the company many years of retail advertising experience and 
since joining us in early 1977 has added other personnel to work 
on our major market newspaper and circular programs. These 
specialists are producing better and more diverse campaigns for 
the Ace dealers. At year-end we had 33 major market newspaper 
groups in operation, with more planned for 1978. 

Another organizational change which occurred at year-end 
was the promotion of Frank Henry to the newly created position 
of general merchandise manager. Mr. Henry has been with Ace 
for 18 years, prior to which he had many years of retail experi- 
ence in the operation of hardware stores. Reporting to him are 
3 group merchandise managers and 17 buyers. Promoted to the 
group merchandise manager’s position vacated by Mr. Henry 
was Lee Johnson, formerly our power tools buyer. Both Cum- 
mings and Henry report to John M. Fisher, executive vice presi- 
dent. 

During the year a new automotive buying office was orga- 
nized to concentrate on the development of new marketing and 
merchandising programs for this important line of products. Bob 


John M. Fisher, Executive Vice President 


An example of a typical dealer 
automotive department 


MERCHANDISING 


Hebert who has extensive experience in this field was recruited 
to head-up this new office. 

In 1977 we finalized consolidation of centralized rebuying. 
Most of year was spent in training this group with emphasis on 
improving our service levels. Asa part of the reorganization, each 
Ace distribution center has been staffed with a branch merchan- 
dise controller. One of their principal responsibilities is to work 


with Ace stores in their region on merchandising needs and all Marketing Department in session. 

| h | ith | d Left to right: Allen Wucker, John Fisher, 
Ace dealers are urged to contact these people with relate Frank Henry, Ken Ubertino, Lee Johnson and 
questions or problems. Ray Daniels 


ots 


The year 1977 was also an unusual one for hardline products. 
The early part of the year began slowly because of the severe 
winter in the eastern part of the country, and the drought in 
the western states. Many manufacturers reduced inventories 
and restricted expansion. Demand became stronger as the year 
progressed and by the second half the increased demand was 
up to 50%o higher than the comparable 1976 period. This re- 
sulted in insufficient vendor inventory and lack of sufficient fac- 
tory capacity which was further aggravated by a rash of work 
stoppages. 

We believe that 1978 will be a reasonably good year for Ace 
and for the hardware industry. Housing starts remain high and 
many more people are employed. The continued trend toward 
a ‘do-it-yourself’ consumer and the need for energy-related 
products represent excellent potential business growth for all 
Ace stores. 


ADVERTISING and 


NATIONAL CAMPAIGN 


During 1977 the Ace national “umbrella’’ campaign continued 
to show increased consumer awareness for Ace as “the place 
with the Helpful Hardware Man.” An expanded television sched- 
ule included use of the national networks (ABC and CBS) plus 
heavy supplemental schedules on both regional and local levels. 

In addition to uniquely positioning Ace as the place for 
friendly, expert service, this solid program utilizing Connie 
Stevens and Lou Fant continued to increase store traffic and, 
more importantly, your sales and profits. 


The Ace Helpful Hardware Man wears his Ace 
Energy Saver Button with pride! 


MAJOR MARKET NEWSPAPER CAMPAIGN 

The Ace major market newspaper campaign produces pulling 
power and immediate sales results. In 1977 this campaign ex- 
panded from 23 to 33 markets with an increase from 26 to 36 
newspapers. Also, the campaign time was extended from 14 to 
30 weeks. Bonus ads plus 2 Christmas circular inserts were an 
integral part of this sales-building program. The major market 
program compounded its effectiveness through direct tie-in 
with the national advertising campaign. 


An Advertising Department major market 
newspaper campaign planning session. 

Left to right: Wes Rocklin, Chuck Baldwin, 

Ed Cummings, Diane Hughes and Bob Suchy. 
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Sener —————————————== 


PROMOTIONS 


CIRCULARS 


During 1977 dealer use of circulars was greater than during any 
previous year. A fresh new-look was developed and introduced 
to dealers during the latter part of the year. The newly-designed 
circulars feature a cleaner art style, fewer items, more coupons 
and a very attractive dealer payment plan. During 1978 new 
customized circulars, providing greater flexibility, will be intro- 
duced to Ace dealers. 


STORE IDENTIFICATION PROGRAM 


The installation of Ace sign identification continues to be of 
major importance to our dealers. It is to their interest to be 
identified and recognized as an Ace hardware store. The money, 
time and effort being expended for national advertising is lost 
without Ace identification at the store level. 

While Ace stores are thought of as neighborhood or com- 
munity retail outlets, collectively, via national advertising, we 
are a retailing force of great importance in the country. When a 
store is Ace identified, national, newspaper and circular adver- 
tising become proven sales builders. 


Typical sales-building Ace Circular. 


Ace Store with Ace Sign means more sales! 
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Left: A view of the Oak Brook computer center. 
Right: James Van Wert, Manager of Information 
Services. 


The Telxon Data Entry Device. 


INFORMATION SERVICES 


Data Processing : Dealer Services 


The year 1977 was a time of planning and building from within 
the Information Services Department. 

For future growth, a detailed 3 year plan was developed com- 
prising projections of staffing, hardware and software for all 
anticipated and alternative systems projects. By year-end several 
highly-qualified people were added to the systems and pro- 
gramming staff. Audio-visual systems were acquired to aid in 
the training of personnel and a computer terminal was installed 
for program development and as a test facility for the staff. 

Computerized services offered by our Dealer Services Group 
grew by 33% during 1977. Particularly exciting was the rapid 
growth of the new Telxon program with over 400 terminals in- 
stalled during the year. Updated price tickets, a new service, was 
introduced in early 1977 and grew rapidly, with outstanding 
participation by Ace dealers. 

During 1978 we hope to launch a new Master Charge program 
for dealers. This program is undergoing testing with a small, 
diverse group of dealers before being implemented nationally. 
The order entry section of Information Services installed a new 
system during the year which has enabled us to closely control 
orders, thus eliminating duplications or loss of orders. 

The department replaced most of the manual card punch ma- 
chines during 1977 with a new key/disk system which is now 
used for data entry to our main computer, an IBM 370/158. The 
computer was also enhanced with additional core memory and 
faster disk for data retrieval. 

Considerable time and care was devoted by the department 
to the planning of future upgrades of the main computer, part of 
which will occur in early 1978, with the installation of a 370/158 
attached processor. Such additions represent costly commit- 
ments and underscore the necessity of thorough planning of the 
organization’s needs for the years ahead. 


Steven D. Walton 


A year of great activity would describe 1977 for the 
Financial Department. As the year opened, and the 
deadline for initial stock subscriptions was rapidly 
approaching, the department experienced more 
dealer telephone and mail inquiries in the month of 
January than in the previous six months. The stock 
offering was undoubtedly the most complex, yet 
most interesting, of any previously seen in the hard- 
ware industry. The dealer response was overwhelm- 
ingly positive. 

In January we also concluded negotiations and 
the sale of the old Chicago warehouse facility. Our 
acquisition of 2 valuable tracts of land in suburban 
Lisle and Tinley Park, Illinois resulted from this 
transaction. 

The transfer of our Benicia, California branch ac- 
counting activities to Oak Brook in the Spring of 
1977 represented the final phase of our year-long 
centralization project. This move has resulted in 
considerable economies and much improved con- 
trol over the accounting function which is managed 
by Mr. David Hodnik, corporate controller. 

Our mid-year negotiations and eventual acquisi- 
tion of the Tampa, Florida warehouse resulted in 
another major flurry of activity for the Financial De- 
partment, lasting several months. Financing was ac- 
complished with the aid of a5 year, $5 million term 
loan from the Continental Bank under attractive 
terms. 

In September 1977 a lease was consummated with 
the Bank of America in San Francisco for $1.2 million 
of equipment required at our new Chicago Distri- 


Vice President, Finance. 


» FINANCE 


bution Center. Partial financing of the building was 
arranged through the sale of an Industrial Develop- 
ment Revenue Bond to the Northern Trust Com- 
pany. We were successful in negotiating a 10 year, 
level repayment schedule at 5.85°/o interest. 

The Financial Department encompasses many 
activities in addition to general accounting. These 
include budgeting, credit and collection, taxes, in- 
surance, economic analysis, internal audit, legal and 
banking relationships, and extensive compliance 
activities under federal and state securities regula- 
tions. 


The Finance Department in executive session. 
Left to right: Dave Hodnik, Jerry Peterson, Steve 
Walton, John Iliopoulos and Bailey Terry, Jr. 
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Statement of Financial Position 


Ace Hardware Corporation 


December 31 1977 1976 
Assets 
Cash, including marketable securities of $3,000,000 in 1976 .... $ 2,838,628 $ 3,431,329 
Receivablés; net:(Note 3)... cs ccss cise aws soe sence wewiinwts 38,504,670 29,844,215 
inventories (NOt 4) sc dcc5ccon becca beadGee saconsn taeaaws« 54,543,286 38,709,594 
Other current assets .....0.....00cs8s ee entseaontiaewe andrews 909,797 662,507 
Current: aSsets <6 26 hice acon sdeds Saseel edu agameses 96,796,381 72,647,645 
Property and equipment, net (Notes 5,6and11).............. 13,891,497 3,755,291 
Total aSSCtS: «nec scen is de chad owns acest esaemeoragwass $110,687,878 $76,402,936 


Liabilities and stockholders’ equity 


Notes payable to bank and current maturities ................ $ 4,627,545 $ 38,628 
ACCOUNTS PAV abIE s..c.6:i5 6 wa.dwsie-nowisaeneie cs Ooataip amas emi Gms 53,587,005 39,370,880 
Dealer:deposits (Note: 18)! <iis.ccudcda stad adorned owindiac cana _ 4,586,010 
Patronage dividends payable (Note 7) ..............0-000005 2,567,722 2,454,781 
ACCIUCd EXPENSES) .<46..00.8 cisco se edSs Sei pdawiKaniee desis dy Sete 2,426,765 2,176,129 
Current liabllitles « ...66.0.640000c.cc0 ec eeon aamecdense 63,209,037 48,626,428 
Deferred InCOMe taXGS ¢ 2.sdab.wvte nc Gowacmrwe eens mens deduued 130,000 _ 
Long-term debt (Note)... 0. ..eswwcceceeenvesiew rena vem. 6,768,682 = 
Patronage refund certificates payable (Note 7) .............. 7,344,604 7,368,806 
TOtal WabMMMES: vo eed Sead eae dasarewmanaeoidad done'ec aay 77,452,323 55,995,234 


Capital stock (Notes 7 and 13) 


Class A of $1:000 Dar ValUG: ix ohia.occcascan opened nee 2,556,000 905,000 
Glass: B of $1,000 ‘pat Value: fads csis as cpa ood altars tre 9,999,000 9,999,000 
Glass'Ciof $100 parValue sch 0cke se rensinsy swe pees noes 6,739,300 154,000 

Class C of $100 par value issuable to dealers for 
patronage dividends ................. eee euee 5,939,600 6,151,100 
Additional stock subscribed, net of unpaid portion...... 3,123,542 1,232,085 
GontributedCapltal «0005 ts ao dv iwtiiowe sae ss e acaeede. 36 3,961,267 4,000,000 
Retained 6armings: acces cedadias ccdasocecemdagen Fea ee as oe 5,768,446 5,309,517 
38,087,155 27,750,702 
Deduct treasury stock « 6. busses saswssis gwawess cee nes oe 4,851,600 7,343,000 
Total stockholders’ equity ...................2000055 33,235,555 20,407,702 


Commitments and contingent liabilities (Notes 8 and 10) 


Total liabilities and stockholders’ equity .................... $110,687,878 $76,402,936 


LEE 


See accompanying notes to financial statements. 


Statement of Earnings and Retained Earnings 


Ace Hardware Corporation 


For the years ended December 31 1977 1976 
NGUSAIlCS cies cckeGissaddsnehiccksDdeiacwahasecinssaawey $448,461 ,465 $381 826,186 
COSCO! Sales +c.05 cota cAckeur tenes ser Gn ap enddiaemees 406,809,130 346,148,237 
Grose O0Olll occ ven ds idawe vs crehatn ee ewnnaed tansias va ees 41,652,335 35,677,949 
Warehouse and distribution expenses ...........-..-+ 02-05 14,246,850 11,637,103 
Selling, general and administrative expenses ...............-. 19,639,670 16,332,811 
Total operating expenses ............ cece eee eee eee neces 33,886,520 27,969,914 
Operating INCOME: ....<5 cscecersreeeveesteererncwane se aes 7,765,815 7,708,035 
Other income, Net . asics cscceds ce van se ee Geese oe as eevee 1,463,228 814,774 
INntGrESt CXPENSES 2544cc05.00 soos oeecaddeeesmons aPawesas (374,992) (119,702) 
Earnings before patronage dividends ....................-. 8,854,051 8,403,107 
Patronage dividends (Note 7) ......... 6. cece eee ee eee ees (8,512,165) (8,617,005) 
lncome taxes (NOtE 9) . oii uncencmenswe ease 2004 He Fe wwe = (196,000) (57,900) 
Net earnings (loss) before cumulative effect of change in 

BOCOUMING occa ccne not iceunones eines ee ye vee neaeudes 145,886 (271,798) 
Cumulative effect of change in accounting (Note 2) ........... 351,776 — 
Netearnings:(l0SS) asidacdxcndsitodsesnnader ag nae tear a lees 497,662 (271,798) 
Retained earnings at beginning of year ...............--005. 5,309,517 5,581,315 
Stock repurchased (Note 13) ........... 2 eee eee eee renee (38,733) _ 
Retained earnings at end of year .............-...-2-0 ee ee $ 5,768,446 $ 5,309,517 


See accompanying notes to financial statements. 


15 


Statement of Changes in Financial Position 


Ace Hardware Corporation 


For the years ended December 31 


Source of funds 

From operations: 

Net earnings (loss) before change in accounting ............. 

Items which do not affect working capital: 
Depreciation and amortization ...................... 
Patronage refund certificates issued ................. 
Class C Stock issuable for patronage dividends ........ 
Change in 1976 patronage allocation ................ 
Deferred INCOME taxes csi acids cave nas.nawuees aeaes 


Funds provided from operations before 
ACCOUNTING ‘CHANGES: 6.26.8. ewae dom cneane awk 
Cumulative effect of change in accounting ............ 


Funds provided by operations ................. 
Payments on capital stock issued and subscribed, net......... 
Additions to long-term debt ............ 00... cc cece eee ees 


Total source of funds ................ 0.0.00... 0 00 


Use of funds 
Additions to property and equipment, net ................... 
Reduction of long-term debt and patronage refund 

Certificates payable .s6ss8s ocd cesaciawscsrawanend 
Redemption of stock, net of contributed capital .............. 
Repurchase: Of SOCK 2.<a.5 66.06.0070 s:0:50-eamoseveceedmadeinwas 
Increase in working Capital ......... 0.0... 00. cee eee eee 


TOtAlUSS OF TUNES 6.0.5 b.oo-hih ee vaouai se Feecwneewkans 


Changes in working capital 

Increase (decrease) in current assets: 

Cash.and marketable securities «25.2.6 .scouseccce nace scans 
ReECeIVEDIES: Neticdscascecndoddescdds cmdenaoeadasscncmeeens 
INVENTIONES? o.cclso as c6uate ds ccietnestcices worth oe bbe Gees seiarets 
Other CUITENL ASSOLS: ac. dio.8.k o.6.c winrne ov'e @ Wwe Ae ayer ws wae wore Bears 


Increase (decrease) in current liabilities: 

Notes payable to bank and current maturities ................ 
ACCOUNTSIPAY.ADIC c2.ic4o.icr rd cadaucas dgweeewew maga eade ans 
Dealer G6DOSIS: s.cccnecndsmncsawwdeiswcuasirboaec wae «maces 
Patronage dividends payable: ....60.66:6.6 cs ccdecw Gussie ce sews 
ACCIUGd EXPENSES: «sc scacics ewe dene ss Oe Ssitadonanens same’ 


Increase in working capital ......................... 


16 See accompanying notes to financial statements. 


1977 


$ 145,886 


858,144 
4,843 
5,939,600 
(159,800) 


130,000 


6,918,673 
351,776 


7,270,449 


7,075,457 
6,781,605 


$21,127,511 


$10,994,350 
41,968 


525,066 
9,566,127 


$21,127,511 


$ (592,701) 
8,660,455 
15,833,692 
247,290 


24,148,736 


4,588,917 
14,216,125 
(4,586,010) 

112,941 
250,636 


14,582,609 


$ 9,566,127 


1976 


$ (271,798) 


774,134 
3,340 
6,151,100 


6,656,776 


6,656,776 
4,947,085 


$11,603,861 


$ 514,622 


55,882 
6,000,000 


5,033,357 
$11,603,861 


$ (1,184,882) 
6,965,235 
4,715,768 

254,099 


10,750,220 


(1,041,724) 
2,454,124 
2,226,208 
1,347,381 

730,874 


5,716,863 


$ 5,033,357 


Statement of Earnings and Retained Earnings 


Ace Hardware Corporation 


For the years ended December 31 1977 1976 
Neb SalOS) kc cc iiochmyulnasiguGie de ao 2eatEn $4 ome er karanoes $448,461 ,465 $381 826,186 
COStOf SACS 566s cab bss sate n ws saws do te sa atractaeesen 406,809,130 346,148,237 
GLOSS Proll. scs.cacsce sco de Mews Hee eee ME HOES Ow ERS ceeuts Be 41,652,335 35,677,949 
Warehouse and distribution expenses ...............000006- 14,246,850 11,637,103 
Selling, general and administrative expenses ...............- 19,639,670 16,332,811 
Total operating expenses ....... 0... cece eee eee eee eee eee 33,886,520 27,969,914 
Operating INCOMG soot dawksnqucriwe aie nndus Orececanmets 7,765,815 7,708,035 
Other income: Net. cccosnnasesiGeabseeerdewds cs tnied sc gant 1,463,228 814,774 
InterestexPeONSe ..5...c0c000 so recent DRESS eee eee EHO. (374,992) (119,702) 
Earnings before patronage dividends ...................--. 8,854,051 8,403,107 
Patronage dividends (Note 7) .......... 0... cee cece eee eee (8,512,165) (8,617,005) 
income:taxes (NOES)... cscceacccornss ss wawciees cee eres ows (196,000) (57,900) 
Net earnings (loss) before cumulative effect of change in 

ACCOUDIING 21. cimionse veto warsaswinun de dd ohegedeee Desens 145,886 (271,798) 
Cumulative effect of change in accounting (Note 2) ........... 351,776 _ 
Netearnings (lOSS): s...02-<2s Saciateweneet ans ebebe awed yenes 497,662 (271,798) 
Retained earnings at beginning of year ...........-.-.-.-5-. 5,309,517 5,581,315 
Stock repurchased (Note 13) ............ cece e eee eee ence (38,733) _ 
Retained earnings at end of year .................--0 0-000 $ 5,768,446 $ 5,309,517 
See accompanying notes to financial statements. 
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Statement of Changes in Financial Position 


Ace Hardware Corporation 


For the years ended December 31 


Source of funds 

From operations: 

Net earnings (loss) before change in accounting ............. 

Items which do not affect working capital: 
Depreciation and amortization ...................... 
Patronage refund certificates issued ................. 
Class C Stock issuable for patronage dividends ........ 
Change in 1976 patronage allocation ................ 
Deferred income taxes! 2.65 ss .cnnews owe duis dueoanss 


Funds provided from operations before 
accounting change ....................... 
Cumulative effect of change in accounting ............ 


Funds provided by operations ................. 
Payments on capital stock issued and subscribed, net......... 
Additions to long-term debt ............ 00.000. c ce cece eee. 


Total source of funds .............................. 


Use of funds 
Additions to property and equipment, net ................... 
Reduction of long-term debt and patronage refund 

certificates payable ............... 00... cc eee eee 
Redemption of stock, net of contributed capital .............. 
Repurchase: Of StOCK 3.606 sea.cc soe s omnes ouwoam aad areas ot 
Increase in working capital ...........0... 00.0... cc ee ee eae 


Total use offunds .......................0.0.. 0005. 


Changes in working capital 

Increase (decrease) in current assets: 

Cash and marketable securities .......................-0.0. 
Receivables) Met; dus Ges seilatlalaw ae a Bite ws ope Giclee Soseeun desiem cue 
INVENIOHIOS 22:4 con we ehcead ch sda re wnideum amine arn eeGomece ole 


Increase (decrease) in current liabilities: 

Notes payable to bank and current maturities ................ 
ACCOUNTS payable: cs 2x cdee eed addueme avertusdoaacasihees oawe 
DGaAlel GOPOSIS 6 oie sie antrentis Gd wid wre Pda BA guinate what ere TaOw 
Patronage dividends payable ........................000.. 
ACCIUCT CXPeONSeS! s..ou.cuuaveeceas oan teamaee sooanuede exes 


Increase in working capital ......................... 


1977 


$ 145,886 


858,144 
4,843 
5,939,600 
(159,800) 
130,000 


6,918,673 
351,776 


7,270,449 
7,075,457 
6,781,605 


$21,127,511 


$10,994,350 
41,968 


525,066 
9,566,127 


$21,127,511 


$ (592,701) 
8,660,455 
15,833,692 
247,290 


24,148,736 


4,588,917 
14,216,125 
(4,586,010) 
112,941 
250,636 


14,582,609 


$ 9,566,127 


1976 


$ (271,798) 


774,134 
3,340 
6,151,100 


6,656,776 


6,656,776 
4,947,085 


$11,603,861 


$ 514,622 


55,882 
6,000,000 


5,033,357 
$11,603,861 


$ (1,184,882) 
6,965,235 
4,715,768 

254,099 


10,750,220 


(1,041,724) 
2,454,124 
2,226,208 
1,347,381 

730,874 


5,716,863 


$ 5,033,357 


See accompanying notes to financial statements. 


Notes to Financial Statements 


Ace Hardware Corporation 


NOTES TO FINANCIAL STATEMENTS 


ACE HARDWARE CORPORATION 


(1) Summary of Significant Accounting Policies 
The Company and Its Business 

The Company operates in a single business segment as 
a wholesaler of hardware and related products to its 
dealers. In addition, it is a dealer-owned cooperative 
which distributes patronage dividends to its franchised 
member dealers based on their volume of merchandise 
purchases. 


Marketable Securities 
Marketable securities are valued at cost, approximat- 
ing market. 


Inventories 
Merchandise inventories are valued at cost using the 
last-in, first-out (LIFO) method of inventory valuation, 
which is lower than market. 


Property and Equipment 

Property and equipment are stated at cost less accu- 
mulated depreciation and amortization. Expenditures 
for maintenance, repairs and renewals of relatively mi- 
nor items generally are charged to earnings. Renewals 
of significant items are capitalized. Depreciation ex- 
pense is computed on both straight-line and acceler- 
ated methods based on estimated useful lives, 5-40 
years for building and improvements and 3-10 years for 
equipment. Leasehold improvements are generally 
amortized on a straight-line basis over the term of the 
respective leases. 


Retirement Plans 

The Company has two retirement plans covering sub- 
stantially all nonunion employees. The Company’s pol- 
icy with respect to the noncontributory pension plan is 
to fund pension costs accrued, consisting of normal 
costs and amortization of prior service costs over pe- 
riods of 20 years. The Company contribution under the 
profit sharing plan is determined annually by the Board 
of Directors. 


Other 
Certain amounts applicable to the prior year have been 
reclassified to conform to classifications followed in 
1977. 


(2) Accounting Change 

Effective for 1977, the Company changed its method of 
recognizing promotional and advertising allowances 
received from its suppliers to amore preferable method, 
the accrual basis. Prior to 1977, the Company recog- 
nized these allowances on a cash basis because of its 
inability to accurately forecast such allowances. His- 
torical information, useful to forecast allowances, has 
recently been developed. Management believes that 
the accrual method achieves a better matching of cur- 
rent costs and current revenues. 


The cumulative effect of this change in accounting 
method as of January 1, 1977, was an increase in net 
earnings of $351,776, net of income taxes of $320,877. 
The new accounting method would not have had a 
material effect on earnings before patronage dividends, 
patronage dividends or net earnings had the account- 
ing method been applied retroactively for 1976. For 
1977, the new accounting method (accrual basis) re- 
sulted in an increase in earnings before patronage 
dividends and in patronage dividends of approximately 
$520,000 more than would have been recorded on the 
previous method (cash basis): thus, 1977 net earnings 
(loss) before change in accounting was not affected. 


(3) Receivables 
Receivables include the following amounts at Decem- 
ber 31: 


1977 1976 
DGdlElS. scan sitcaencsoudaneanunematnniad $34,378,084 $28,515,477 
UNER sesrebsateantes sacs detatieas 4,541 ,586 1,743,738 
Less allowance for doubtful receivables .. (415,000) (415,000) 
Net receivables .................. $38,504,670 $29,844,215 


Receivables from dealers include amounts due from 
the sale of merchandise, services and special equip- 
ment used in the operation of dealers’ businesses. 
These receivables have been reduced by deferred in- 
come in the amount of $284,512 and $347,795 for 1977 
and 1976, respectively, that relates principally to the 
unrealized gain on the sale of special equipment used 
in the operations of dealers’ businesses. Income is re- 
alized as cash installments are received. Other receiv- 
ables are principally amounts due from suppliers for 
promotional and advertising allowances. 
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Notes to Financial Statements 


Ace Hardware Corporation 


(4) Inventories 

The Company’s inventory is valued on the last-in, first- 
out (LIFO) method; had the first-in, first-out (FIFO) 
method been used, inventory would have been ap- 
proximately $11,963,000 and $10,295,000 higher than 
that reported at December 31, 1977 and 1976, respec- 
tively. 


(5) Property and Equipment 
Property and equipment is summarized as follows: 


1977 1976 
RANG) s::.inne airy ornanauagep vansemeaaitesanes $ 3,319,029  $ 240,637 
Buildings and improvements ............. 2,710,000 1,943,487 
Warehouse and equipment ................ 4,575,675 3,286,708 
Uifics equipment 5:5 cciccwiecseratncesass 1,645,143 1,318,273 
Transportation equipment ............... 338,367 262,028 
Leasehold improvements ................ 727,708 618,270 

Construction in progress ................ 4,008,356 — 
17,324,278 7,669,403 

Less accumulated depreciation and 

amortization ................ ccc eee 3,432,781 3,914,112 
Net property and equipment ........ $13,891,497 $3,755,291 


(6) Long-Term Debt 

During 1977 the company incurred long-term debt obli- 
gations and the balances at December 31, 1977 are as 
follows: 


1977 
Mortgage payable due in monthly installments of $7,139 
through July 1, 1996 including interest at 8.5%.......... $ 696,227 
Mortgage notes payable to bank due January 25, 1980 
with interest at 8% ............. cc ccc cceeeee eee eeees 1,200,000 


Note payable to bank, $250,000 payable quarterly 

beginning January 31, 1978 to October 31, 1982 

WIEN INEBRESE at G15%6 scoot czesecaiscecoinin's-ecnisieshraccestaratetoletde 5,000,000 
Industrial Development Revenue Bond, $25,000 payable 

quarterly through November 30, 1987 with interest 


BU DIB 20% sraisiscs Srasoicrercicaasysee outa now a sone emlnaninnites 1,000,000 
7,896,227 

Less current portion due within one year ................ 1,127,545 
$6,768,682 


Net book value of assets pledged under the mortgage 
notes was approximately $4,570,000 at December 31, 
1977. Under the most restrictive covenants of the loan 
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agreements, the Company must maintain certain mini- 
mum levels of working capital. 


(7) Patronage Dividends and Refund Certificates 
Payable 

Under the Company’s patronage dividend plans, the 
amount of dividends to be remitted in cash will depend 
upon the level of dividends earned by each franchised 
outlet, varying from 20% on the total dividends under 
$2,000 and increasing by 5% on total dividends for 
each subsequent $1,000 earned to a maximum of 40% 
on total dividends exceeding $5,000. All amounts ex- 
ceeding the cash portion above will be distributed in 
the form of Class C stock, to a maximum based upon 
the current year’s purchase volume or $10,000 par 
value of stock, whichever is greater, and thereafter in 
a combination of additional cash and patronage re- 
fund certificates, having maturity dates and bearing 
interest as determined by the Board of Directors. 


The refund certificates outstanding at December 31, 
1977 are payable $2,923,736, $4,412,851, $3,174 and 
$4,843 on January 1, 1980, 1981, 1982 and 1983, re- 
spectively. The patronage dividend for 1977 is payable 
$2,567,722 in cash in 1978, 59,396 shares issuable in 
Class C Stock with a cumulative par value of $5,939,600 
and $4,843 in 7.5% subordinated refund certificates. 
The patronage dividend for 1976 is payable $2,462,565 
in 1977, 61,511 shares issuable in Class C Stock witha 
cumulative par value of $6,151,100 (In 1977, $159,800 
was subsequently reallocated from Class C Stock to 
payable in cash) and $3,340 payable in 7.5% subordi- 
nated refund certificates. 


(8) Retirement Plans 

Pension expenses of the noncontributory pension plan 
for the years 1977 and 1976 amounted to approximately 
$278,000 and $252,000, respectively. Pension fund as- 
sets exceeded the actuarially computed value of vested 
benefits at December 31, 1977. The Company’s profit 
sharing plan contribution for 1977 and 1976 was 
$715,000 and $611,000, respectively. 


(9) Income Taxes 

The provision for income taxes of $196,000 for 1977 is 
comprised of $138,000 for federal income tax, includ- 
ing $130,000 deferred as described in Note 11, and 


$58,000 for state income taxes. The provision of $57,900 
for 1976 is comprised of $6,000 for federal income tax, 
of which none is deferred, and $51,900 for state income 
taxes. 


The reasons for the differences between the expected 
income taxes using a rate of 48% applied to earnings 
(loss) before income taxes and actual income taxes 
are as follows: 


1977 1976 
Expected income taxes (benefit) .......... $164,000  $(103,000) 
Tax Effect due to: 
Dealer termination payments ............ 73,000 144,200 
State: INCOME: taXeS:s.cicisescrvarsencseans 30,000 27,000 
Surtax exemption and investment 
TAN CHODIS 5.< sccisccacrnnecisaasewerowsy (5,200) (11,300) 
Revenue agent's adjustment ............. 10,000 = 
Capital gain tax on sale of land .......... (77,800) _ 
OS ritGMS NOt six wrreidwinniddewsaatwateds 2,000 1,000 
Actual INCOME: TaX0S). scsscccmwt reas sramae $196,000 $ 57,900 


Investment tax credits were not material for the periods indicated. 


(10) Lease Commitments 

In November 1976, the Financial Accounting Standards 
Board issued Statement No. 13, ‘Accounting for 
Leases.’ The Statement is effective for lease agree- 
ments entered into on or after January 1, 1977, and 
prior to 1981 its provisions will have to be applied retro- 
actively by the Company by restating its financial state- 
ments. Certain leases in effect at December 31, 1976 
which are now being accounted for by the operating 
method would be classified and accounted for as ‘“‘cap- 
ital leases’? under Statement No. 13. If the Company 
had accounted for those leases as capital leases in 
1977, assets would have increased by $3,113,000 and 
liabilities would have increased by $4,060,000 and 
earnings before patronage dividends would have de- 
creased by $168,500. 


The Company rents warehouse, office and certain 
equipment under operating leases. A summary of mini- 
mum lease payments follows: 


Type of Property 

Year Ending Real Total 

December 31, Property Equipment Commitment 
IDB) sissies ss cemanianaer $ 2,534,000 $2,096,000 $ 4,630,000 
1979! comasanesesvcrnsewestes 2,307,000 1,441,000 3,748,000 
1980) scisisinansinoendowmieresies 2,291,000 1,149,000 3,440,000 
1987. ccnersuraswiemasemeoasen 2,250,000 869,000 3,119,000 
1982) iistirvisvaamesescnanss 2,186,000 516,000 2,702,000 
ThEreahtr scc5eeitinewsistere 21,950,000 — 21,950,000 


Approximately $1,250,000 and $1,100,000 in contingent 
rentals was paid in 1977 and 1976, respectively, based 
on mileage for transportation equipment. 

All leases expire prior to 2004. In addition to rental 
expense, the Company under certain leases pays real 
estate taxes, insurance, and maintenance expenses. 
Management expects that, in the normal course of busi- 
ness, leases that expire will be renewed or replaced by 
other leases. Rent expense charged to operations was 
approximately $7,168,000 and $6,440,000 in 1977 and 
1976, respectively. 


(11) Warehouse Operations 

In January 1977, the Company acquired land near Chi- 
cago as an investment in exchange for its Chicago 
warehouse land and buildings. A gain of $303,200, net 
of $130,000 deferred federal income taxes, resulting 
from the sale cannot be paid as patronage dividends 
since the use of the Chicago facility generally pre- 
ceded the Company’s operation as a cooperative or- 
ganization. 


(12) Fourth Quarter Adjustments 

The change in accounting, as described in Note 2, was 
adopted in the fourth quarter of 1977. The effect of ap- 
plying the new accounting method in 1977 resulted in 
an increase in earnings before patronage dividends 
and in patronage dividends of approximately $520,000, 
which was recorded in the fourth quarter of 1977. The 
net gain of $303,200, resulting from the January, 1977 
exchange of the Chicago warehouse land and building 
for land near Chicago, as described in Note 11, was 
also recorded in the fourth quarter of 1977. 


(13) Stockholders’ Equity 

The Company’s founders for many years contemplated 
that the ownership of the Company would eventually 
be with the Company’s member dealers. Prior to 
November 30, 1976, dealers deposited monies to the 
Ace Dealers’ Perpetuation Fund for the purpose of 
accumulating funds for the purchase of stock when 
such ownership became available. The Company reg- 
istered its stock with the Securities and Exchange 
Commission on October 1, 1976 and existing dealers 
who subscribed for stock applied their deposits toward 
payment of such shares. Deposits of those dealers who 
had not subscribed to shares as of December 31, 1976 
are shown as a Current liability. The small number of 
dealers who did not subscribe for shares had their 
respective deposits refunded during 1977. 


The Company’s classes of stock are described below. 


Number of 
Shares 

At December 31, 1977 = 1976 
Class A Stock, voting, redeemable at par value 

(Authorized 10,000 shares) — 

Issued and outstanding ....................000. 2,556 905 

Class B Stock, nonvoting, redeemable at not less 

than twice par value (Authorized 10,000 shares) — 


NSSHEUI sacs ots foreseenaa dene hemetense acre names 9,999 9,999 
Outstanding .........cccccccscscesecseneaenees 5,376 2,656 
TRG GSUGY STOCK reecsck deci oroceerad cx ceased tains sfainiyers 4,623 7,343 


Class C Stock, nonvoting, redeemable at not less 
than par value (Authorized 350,000 shares) — 


ISSUICO’ anisoiencacanecracerr oc ata eiacanoucadoak 67,393 1,540 
OUIStANCING  srtcrcecanninniaesseosbuasestana dee 66,307 1,540 
Issuable as patronage dividends ................ 59,396 61,551 
Treasury StOCK. ......cscirnavs caress cxcedeanacsisreme 1,086 — 
Additional Stock Subscribed: 
GlaSS) AP SOCK scteocdrctrentizaa sea da inn damiassecscsncers 508 306 
ClASB) BiStOC Kiaincettaaeiccems pi taauauleahtdeeardie 2,464 1,432 
Class GIG Kis cxccedeacscceutyananaadadduntode 61,580 14,360 


No dividends can be declared on any shares of any 
class of the Company’s stock. 


Upon termination of the Company’s franchise agree- 
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ment with any retail outlet, all shares of stock of the 
Company, held by the dealer owning or controlling such 
outlet, must be sold back to the Company, unless a 
transfer of such shares is made to another party ac- 
cepted by the Company as a franchised dealer with 
respect to the same outlet. 


A Class A share is issued to a member dealer only 
when the share subscribed for has been fully paid. 
Class B and Class C shares are only issued when all 
such shares subscribed for with respect to a retail out- 
let have been fully paid. Additional Stock Subcribed in 
the accompanying statements represents the par value 
of shares subscribed, reduced by the unpaid portion 
of $6,006,458 and $1,941,915 for 1977 and 1976, respec- 
tively. 


All shares of stock are currently issued and repur- 
chased at par value, except for Class B Stock which is 
repurchased at twice its par value, or $2,000 per share. 
Upon retirement of Class B shares held in treasury, the 
excess of redemption price over par will be allocated 
between contributed capital and retained earnings. 
Transactions during 1977 and 1976, affecting treasury 
shares follow: 


Shares Held in Treasury 
ClassA Class B Class C Total 
Balance at December 31,1975. — _ — _ 
Merger of Ace Dealers’ 


Perpetuation Fund ....... 1 9,999 — 10,000 
Stock issued ............ QQ) (2,656) (2,657) 
Balance at December 31,1976. — 7,343 _ 7,343 
Stock issued ............ _— (2,840) -- (2,840) 
Stock repurchased ....... 93 120 1,146 1,359 
Stock retired ........... (93) _ (60) (153) 
Balance at December 31,1977. — 4,623 1,086 5,709 


The Company paid $77,466 in excess of the sum of 
the par value of Class A Stock repurchased and the 
refund of amounts paid on subscriptions for Class B 
Stock during 1977. This excess was charged to 
contributed capital and retained earnings in equal 
amounts. 


(13) Stockholders’ Equity, (continued) 


The transactions affecting capital stock in 1977 and 1976 are presented below: 


Class C 
Stock 
Issuable to 
. Dealers for Additional 
Capital Stock Patronage Stock Contributed Treasury 
Class A Class B Class C Dividends Subscribed Capital Stock 
Balance at December 31, 1975 ........ $ 1,000  $9,999000 $ — $ — $ — $ — $ —- 
Merger of Ace Dealers’ 
Perpetuation Fund ............... _ — _ — 4,000,000 (10,000,000) 
Net payments on 
SUDSCFIDIONS: sjciscnisisics cies nsescie. _— _ — 4,947,085 _— _ 
SHOCK ISSUED! cesieccareiiiernwsaniowsarnse 904,000 — 154,000 — (3,715,000) _ 2,657,000 
Stock issuable as patronage 
CIVIdONIS. nisi wrscancexs sencinenye - _ = 6,151,100 -- — — 
Balance at December 31,1976......... 905,000 9,999,000 154,000 6,151,100 1,232,085 4,000,000 (7,343,000) 
Net payments on 
SULSCHIDUONG: scacccemecsaannnnne — _ _ — 7,075,457 _ _ 
StOGK ISSUED cits csrsnomerecnoseass 1,744,000 _ 6,591 ,300 (5,991,300) (5,184,000) = 2,840,000 
Stock repurchased ................ “= = = — — (38,733) (447,600) 
STOCK TGUBU: air cupasicrpsaredswawieies (93,000) — (6,000) _ — - 99,000 
Change in 1976 patronage 
allocation (Note 7) .............. o — -- (159,800) = = _ 
Stock issuable as patronage 
GIVIGENAS: siccavecaneeonecac se — _ = 5,939,600 _ — 
Balance at December 31, 1977......... $2,556,000 $9,999,000 $6,739,300 $5,939,600 $3,123,542 $3,961,267 $ (4,851,600) 
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Accountants’ Report - Five Year Summary 


Ace Hardware Corporation 


PEAT, MARWICK, MITCHELL & CO. 
CERTIFIED PUBLIC ACCOUNTANTS 
222 SOUTH RIVERSIDE PLAZA 
CHICAGO, ILLINOIS 60606 


ACCOUNTANTS’ REPORT 


The Board of Directors 
Ace Hardware Corporation: 


We have examined the statements of financial position of Ace Hardware Corporation as of December 31, 1977 
and 1976, and the related statements of earnings and retained earnings and changes in financial position for the 
years then ended. Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 


In our opinion, the accompanying financial statements present fairly the financial position of Ace Hardware 

Corporation at December 31, 1977 and 1976, and the results of its operations and the changes in its financial 
position for the years then ended, in conformity with generally accepted accounting principles applied on 

a consistent basis, except for the change to the accrual basis of recording certain promotional and advertising 

allowances, with which we concur, as described in Note 2 to the financial statements. 


Peat, Marwick, Mitchell & Co. 
March 31, 1978 


Five Year Summary of Earnings 
(In Thousands) 
(Not Covered by Accountants’ Report) 


ae NT 
For the Years ended December 31 1977 1976 1975 1974 1973 
METS GIRS? sissies, sasnasaaounatuacenp steesyon cae icon ea eircn ie oeaNe $448,461 $381,826 $312,194 $295,496 $250,682 
Be Or RE Ba acts smcternrisndauininaaeimmenenadeacees 406,809 346,148 281,803 268328 229,386 
GROSS! PRONE cr, tee dvcsanarerceecusdraratnsaussenicretewtaincisdiechesccters 41,652 35,678 30,391 27,168 21,296 
Expenses: se 

Warehouse and Distribution ............. 00. cccceeeeeeeeeees 14,247 11,637 11,120 9,464 6,582 
Selling, General and Administrative .................0.0000ee 19,639 16,332 14,293 11,165 9,742 
MMOOE pais caviiek egeeadscgalenmwniens wwe pasiatiasautaien 375 120 355 908 480 
DT WOE NOE situ duitniis sd advakericracbeen>vademesvee (1,463) (814) (913) (765) (570) 
TOtAN EXPENSES) 5.5.5.3 o:s.cisca.orepend a nisin ouhowe aordscentarsiogaion 32 798 27,275 24,855 20,772 16,234 
Earnings before Patronage Dividends ......................000. 8,854 8,403 5,536 6,396 5,062 
Patronage Dividends .............. ccc. cece cceeeceeeeeueees 8,512 8,617 5,537 3,691 _ 
Earnings (Loss) before Income Taxes ................0..c.0eeee ~ 342 ~~ (214) (1) 2,705 5,062 
INCOME. "TAXOS). «6 sais:d,cveswici0.s.0.n 2 dyare.nerarowrarivarearaiwrmatersios deiemamrawes 196 58 25 1,316 2,440 
Net Earnings (Loss) before Change in Accounting .............. ~ 446 ~~ ~~—«(272) (26) 1,389 2,622 
Cumulative Effect of Change in Accounting** .................. 352 _ — — _— 
Net Earnings (Loss) ....... 0.0.0. e ccc e cece eccececeuceucucs $ 498 $§ (272) $ (26) $ 1,389 §$ 2,622 


*In 1974, the Company changed its inventory cost basis to cost applied on the last-in, first-out method. 
**See Note 2 to financial statements. 
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Managements Discussion of the Statement of Earnings 


Ace Hardware Corporation 


meee 


Management's Discussion of the Statement of Earnings 


The following is a percentage breakdown of net sales 
by type of sale for the past two years followed by the 
number of franchised dealer outlets at the end of each 
period. 


1977 1976 
Type of Sales: 
Warehouse Sales .................ceeeeeeeees 51.1% 51.5% 
Direct Shipment Sales ....................000. 39.9 40.5 
BUN: SAIES) cscssisrraiainsdintie-n saree orcinsiecmsies _ 9.0 _ 8.0 
100.0% 100.0% 
Franchised Dealer Outlets at end of period ........ 3,540 3,283 


In 1976 sales increased 22.3% as a result of substan- 
tially higher demand from franchised dealers prompted 
by improved general economic conditions, somewhat 
greater price increases from suppliers, and intensified 
company promotional efforts. During 1977, as favor- 
able economic conditions continued to prevail, an ex- 
panded Bulletin sales program together with a greater 
number of dealer outlets served contributed to a further 
17.5% increase in sales over the 1976 level. 


Gross profit as a percent to sales declined to 9.29% 
and 9.34% in 1977 and 1976, respectively, from 9.73% 
in 1975. This resulted primarily because Direct Ship- 
ment and Bulletin sales (which carried a lower markup) 
comprised a greater proportion of total sales volume. 
Also, the average markup on Bulletin sales dropped 
markedly from 1975 to 1977 due to a greater promo- 
tional emphasis on 6% Bulletins. 


Warehouse and distribution expenses in 1977 and 
1976 amounted to 3.2% and 3.0% of sales respectively, 
while selling, general and administrative expenses 
amounted to 4.4% and 4.3% respectively, for the same 
periods. The increase in such operating expense per- 
centages during 1977 was primarily the result of start 
up costs incurred at the recently acquired Tampa, Flor- 


ida warehouse, opening of the temporary Elk Grove, 
Illinois warehouse (to facilitate re-establishment of a 
Chicago area Distribution Center under construction 
in Addison, Illinois), and increased net advertising ex- 
penditures. 


Interest expense declined in 1976 due to improved 
earnings and lower average interest rates but in- 
creased again in 1977 due to financing of the new 
Tampa and Addison Distribution Centers, the tempo- 
rary Elk Grove warehouse and inventories required to 
stock these facilities. 


The unusual increase in other income is due to a 
gain of $433,000 which resulted when the Company 
acquired land near Chicago in exchange for its old 
Chicago warehouse land and buildings. 


The loss before income taxes that resulted in 1976 
after the deduction for patronage dividends was due to 
payments made from Company monies to dealers 
whose franchises were terminated during those years 
and who were affiliated with it prior to February 20, 
1974. The Company followed the practice of paying, 
upon the termination of such dealers, an additional sum 
equal to that portion of their deposits in the Ace Fund 
that would have otherwise been available for the pur- 
chase of Class B Stock. Such payments approximated 
$300,000 for 1976. Since such sums were not deducti- 
ble from earnings to be distributed to other dealers, nor 
deductible for income tax purposes, the net effect was 
higher “patronage dividends” than ‘earnings before 
patronage dividends” and a resultant net loss in 1976. 
During 1977, such additional sums paid to dealers (who 
were either terminated or who had not subscribed to 
shares of the Company’s stock) approximated 
$152,000, but this nondeductible expense was exceeded 
by the gain from the sale of property which could not 
be included in patronage dividends, since the use of 
the property generally preceded the Company’s opera- 
tion as a cooperative. 
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The Ace Helpful 
Hardware Man 


Serves Customers 
Across 


the Nation! 


ACE HARDWARE CORPORATION 


2200 Kensington Court * Oak Brook, Illinois 60521 
Telephone: 312/887-6600 


ATLANTA, Georgia * CHICAGO, Illinois ¢ DALLAS, Texas 
LINCOLN, Nebraska ¢ TAMPA, Florida © TOLEDO, Ohio « SAN FRANCISCO, California 


